COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

AN EXAMINATION BY THE PUBLIC SERVICE
COMMISSION OF THE APPLICATION OF THE
FUEL ADJUSTMENT CLAUSE OF KENTUCKY
UTILITIES COMPANY FROM NOVEMBER 1,
1993 TO APRIL 30, 1994

CASBE NO. 92-48%3-C
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IT IS ORDERED that Kentucky Utilities Company ("KU") shall
file, no later than 14 days from the date of this Order, an
original and 12 copies of the following information with the
Commission, with a copy to all parties of record, Each copy of the
data requested should be placed in a bound volume with each ltem
tabbed. When numerous sheets are required for an item, each sheet
should be appropriately indexed; for example, Item 1(a), Sheet 2 of
6. Include with each response the name of the witness who will
respond to guestions relating to the information provided, Careful
attention shall be given to copied material to ensure Iits
legibility. Where information requested herein has been provided
along with the original application, in the format regquested
herein, reference may be made to the specific location of said

information in responding to this information request.



1, Explain whether KU's rate-making proposals for the
following accounts in Case No. 8624 included the 126 rall cars
purchased in 1976. Describe KU's proposals concerning the rail
cars and indicate whether the Commission adopted them.

a. Utility Plant in Service.
b, Accumulated Depreciatlon.
c. Depreciation Expense,

2, During the period from 1876 through 1988:

a, Which KU generating stations could accept coal
deliveries using rotary dump cars?

b, Which generating stations were primarily supplied
under the Coal Ridge c¢oal contract?

c. For which generating station were the 126 rall cars
primarily used to make coal deliverlies?

3. In Case No, 10214,? KU indicated that, under the terms
of the Coal Ridge contract buyout, KU was to purchase 24,000 tons
of cocal per month for a twelve month period beginning in April
1988.

a, Were the 126 rall cars primarily used to transport
the coal purchased from Coal Ridge during the periocd from April
1988 to March 19897

Case No. 8624, General Adjustment of Electric Rates of
Kentucky Utilities Company, final Order dated March 18, 1983,

2 Case No. 10214, Application of Kentucky Utilities Company for
an Order Approving Certain Accounting Treatment of Amounts
Paid for Coal Contract Release, final Order dated October 7,
1988,
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b, After the toerminatlon of the Coal Ridge contract In
March 1989, what evaluations did KU undertake to determine its
need, if any, to keep the 126 rall cars?

4. In responsoe to Item 21 of the Commiseion's Auguat 5, 1994
Order, KU stated that the buyout of the Coal Ridge contract had no
bearing on the ultimate disposition of the rail cars. Did the
buyout of the contract have any impact on KU's determination that
it neoded to keep the rall cars?

5. Does KU admit that:

a. The original cost of the 126 rall cars was
$54,238,0607?

b, The total scrap salvage value of the 126 rail cars
vas estimated to be $163,800 (126 cars @ $1,300 per car)?

c. KU recovered total depreciation expenses of
$4,074,260 through its fuel adjustment clause, with the expense
debited to Account No. 151, Fuel Stock?

d. Depreclation expense was recovered through the
clause from 1976 to the end of 19887

e, From February 1989 through April 1990, KU received
rental income from the rail cars totaling $640,000?

£. Puring 1990, KU received offers to purchase the rail
cars, which ranged in price from $2,205,000 (126 cars @ $17,500 per
car) to $3,099,600 (126 cars @ $24,600 per car)?

g, KU sold the 126 rail cars in December 1990 for
$3,049,2007



6. At page 15 of his direct testimony, Michael D. Robinson
states that the shareholders were reaponsible for any profit or
loss on the rall cars and that recovery of depreclation expense wan
not risk free.

a. Explain how Mr. Robinson's position is consistent
with the status of depreciation expense as a component of the fuel
adjustment clause blllings.

b. From a rate-making perspective, explain the risks to
which KU's shareholders were exposed £

(1) The depreclation expense was recovered in total
through the fuel adjustment clause billings.

(2) KU was earning a return on the investment lin
the rall cars.

c. From a rate-making perspective, explain why KU has
not enjoyed an excess recovery of $2,885,400 (83,049,200 sales
price minus $163,800 salvage value) on the fully depreciated rail
cars when the depreciation expense was recovered through fuel
adjustment clause billings and thelr sales price exceeded the
estimated salvage value.

7. Describe the income tax treatment of the proceeds from
the sale of the 126 rall cars.

8. Which of the 126 cars were regularly used during the
perioed from June 1990 through November 19907

9, In response to Item 15 of the Commission's August 5, 1994
Order, KU stated that service life and net salvage value estimates
were based on discussions with railrocad Iindustry personnel.
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Identify these persons and the positions which they held at the
time of these discussions.

10, At page 9 of his testimony, Mr. Robinson takes exception
to the statement that "the Company's use of lncorrect factors for
service life and salvage had resulted In depreclation accruals
equal to the original cost of the cars, less the initial 1,300
salvage estimate.," He lndicates that this statement "mistakenly
substitutes the concept of terminal salvage value with falr market
value,"

a. How does this statement make that substitution?

b. Define "terminal salvage value," "scrap value," and
"falr market value" as uaed in Mr. Robinson's teatlmony.

c. Is "terminal salvage value" egulvalent to “scrap
value"?

d. On page 18 of the November 1993 Deloltte & Touche
depreciation study, it is stated:

"This is the first depreciation study in which the

distinction between interim and terminal net

salvage has heen reflected in the Production Plant

rate calculations."
Waes this distinction applied to other accounts in previous
depreclation studies? If so, identify the studies and tho
accounts,

11. a. On page 21 of his testimony, Mr. Rebinson states
that:

"When depreciation is under~accrued in relation to

fair market value, FERC properly took the position
that the loss should fall on shareholders.”
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If tho torm "norap value" ware substituted for "fair market valus,"
would I"'ERC'n pomition still be proper?

b, If not:

{1) What oriteria deoes KU apply te determine 1if
proceedn from the pale of an asset are "sorap value" or "fair
market valuoe"?

(2) 1f the determination iy based upoen the age of
the asoet compared to estimated sorvice life, explain why procesds
from the nalo of l4-year old cars which had an estimated service
life of 12 yoars wap considered to be "falr market value" rather
than "mcrap value,"

(3) 1f the determination Is based upon the expscted
uoe of the anoot aftor It is mold, how can the Commission monitor
the use of an asset after sale considering the sharp rate~-making
distinctions hetween assets scld at "fair market value'" which KU
advocates?

(4) 1f the determination is based upon other
subjectiveo coriteria, explain how the Commission can monitor the
conpsistent application of these oriteria.

c. 1f yes, would requiring shareholders to absorb the
logs from inpufficlent depreciation accruals be a radical departure
from traditional ratemaking and depreciation practices?

12, wWhen is it proper for shareholdetrs to absorb the loss
when insufficient depreciation is aoccrued or to recefve the gain

when excaess dopreciation is accrued?



13, KU's response to Item 24 of the Commisslon's August §,
1994 Order indicatem that the rall care originally coat §4,238,060
in 1976 and were sold for §3,049,200 in 1990,

8. Was this data known and conasldared when determining
the current depreclation rate for Account 312, Coal Cara, or other
account In which the depreclation was recorded?

b, If not, explain tho statement made on page & of KU's
November 1993 depreclatlon study that "it is salvage that will
actually be recelivad and the cont of removal that will actually be
incurred, both measured at the price level at the time of recolipt
of Incurrence, that are required to be recognized in the
deprecliation rates of tha Company."

14, Provide the undorlying study, including calculatlions and
charts, developed to support pervice-life and future not-~salvage
estimates of the plant account which ocurrently reflects KU's
investment in rall cars.

15, KU's response to Item 24 of the Commisslon's August 5,
1994 Order states in part:

"The $4,238,060 original purchase price of the

126 rail cars was closed to Electric Plant in

Bervice (Account 101) in Beptember 1976 and

wag further detailed to Account 316, Bteam

Plant -~ Miscellaneous. This amount waso

allocated to Kentucky retall operations in

Case No, 8624 for the purpose of dsveloping

base rates, based on a month end rate base of

June 1982.,"

a. Was a pubsequent adjustment made to remove the

effect of the rail cars from base rates?



b, If not, explain why double recovery did not occur
when rail car expenses were claimed through the fuel adjustment
clause.

16, a. Were rall car expenses ever included in base rates
through the two year reviews of the fuel clause?

b. If yes, was the fuel charge reduced at the time of
the sale of the rail cara?

17, On page 10 of hias teatimony, Mr. De Cleeone states thatt

"In my oplnion, given the hlateorical cost

framework underpinning the current accounting

model and the related necegmiiy to recocver the

hintorical cost of an asaet, revising a

terminal salvage value estimate based on

current rensale market value or the effects of

inflation is Inconalatent with that historical

cost model."

a. Explaln how adjusting removal costs to reflect
changes in inflation is conplstont with this statement,

b. Explain how adjusting removal costa to reflect
changes In Inflation in conmiatent with not adjusting removal costs
by salvage value.

c. Bhould actual data on salvage value be lgnored when
estimating a salvage value?

18, Provide the data used to dovelop the graphs in Mr,
Heller's testimony, Exhibite 1, 4, and 5,

19, Provide all data avallable for the years 1970 through
1978 on the price of used nteel gondolas.

20, Provide all data avallable for the yoars 1970 through the

present on the average ago of used stesl gondolas when sold,



21, Provide all data available for the yeara 1970 through the
present on the use of the used steel gondolas after their sale,
l.e., were they sold for wscorap metal or did they ocontinue in
service.

22. At page 5 of his testimony, Mr, Heller indicatea that the
lowest average sale price of used steel gondolas was batween §2000
and 82500 per car, and DExhiblt 1 to hieg testimony indloatea that
the average price was approximately 65000 in 1978, Ilixplain how the
1976 ostimate of wsalvage value of $1300 per car for 12 year old
cars is conmistent wilth the data shown in Mr, Heller's testimony.

23, Provide all internal doocuments, wmemoranda and
correspondence in whieoh KU's efforts to sell or lease the 126 rall
cars in question are discussed,

24, Desoribe all efforts made by KU between 1976 and 1991 to

market for sale or leases the 120 rail cars in question.

Done at IMrankfort, Kentucky, this4ch day of October, 1994,
C BERVICE COMMIGBION

NTTEST s

Do KA

Executlve Director




